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ABSTRACT 
 
 
The objective of the research was firstly to know the effect of Loan Allocation and Securities 
Allocation on the profitability of Islamic banks in Indonesia.  The second objective was to 
look at the role of Non-Performance Financing in mediating the relationship between Loan 
Allocation and Securities Allocation on the profitability. The population was entire Islamic 
Banks in Indonesia totaling 11 banks. Sample was drawn using saturated sampling 
technique so that the entire populations became sample. Used data here were secondary 
data. The data were collected within period of 2009 to 2012 derived from annual reports of 
Indonesia Bank. Statistical technique used here was multiple regression and residual 
technique. The results showed that Loan Allocation had significant positive effect on 
profitability, while the Securities Allocation had significant negative effect on profitability. 
Non-Performance Financing was showed to not moderate the relationship between Loan 
Allocation and Securities Allocation on profitability of Islamic banks in Indonesia. 
 
Keywords:  Loan Allocation, Securities Allocation, Non-Performance Financing, 
Profitability and Islamic Banks. 
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BACKGROUND 
 
In Indonesia, the number of Islamic banks increase rapidly and already start to get 
into the countryside. Based on the statistical data in the official website of Bank Indonesia, 
the number of Islamic commercial banks, Islamic business units, and Islamic micro financing 
bank continuously increase from year to year.  In 2006 the number of offices in Indonesia 
amounted to 346 offices, and grew until January 2012, total banks and Islamic bank offices  
in Indonesia reached 2,202 units. And this figure is expected to increase rapidly with 
increasing Indonesian people knowledge. 
The phenomenon to be observed here was fluctuating profitability  level of Islamic 
banks in Indonesia. The lowest profitability movement occurred in December 2010, where 
the profit accumulation until December 2010 was 776 billion and profit accumulation until 
November was 803 billion resulting in a decline of 24 billion. The highest profitability 
movement occurred in September 2010, where the profit accumulation until September 2010 
was 607 billion and profit accumulation until August 2010 was 464 billion, resulting in a 
decline  of 143 billion . Islamic bank profit movements in 2010 are shown in Table 1. 
Islamic bank fund distribution consists of financing in rupiah or foreign currency, 
interbank placement, placement in Bank Indonesia, securities and other investments. All 
fund distribution will have both large and small risks. The ratio of non-performing financing to 
total financing  from year to year is fluctuating. The lowest NPF was 2.82% in 2005 and 
4.75% in 2006. The highest NPF of 4.77% occurred in May 2010. 
Table 1: Profit movement of Islamic Banks in Indonesian in 2010 
 
Sources: Indonesian Banking Statistics (2011) 
 
Regarding the fluctuation phenomenon, this study will investigate moderating effect of non-
performing financing in relationship between loan financing and securities financing on the 
profitability of Islamic banks in Indonesia. Based on the description above, the research 
questions raised here are: 
1. Does Loan Allocation have effect on profitability? 
2. Does securities allocation have affect on profitability? 
3. Does NPF mediate the relationship between Loan Allocation and securities allocation on 
profitability? 
 
 
 
 
 
 
 
Month Profitability Fluctuating 
January 41 
February 93 52                          
March 190 97                          
April 230 40                          
May 275 45                          
June 311 36                          
July 399 88                          
August 464 65                          
September 607 143                        
October 703 96                          
November 803 100                        
December 776 (27)                        
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LITERATURE REVIEW 
 
 
Islamic loans 
There are 5 types of Islamic loans described as follows: 
 
a. Murabahah 
It is a sale and purchase agreement between the customer and Islamic bank. Islamic bank 
will buy the goods and then sell the goods to another customer at agreed margin. Selling 
price (financing principal + margin) will be paid in installments every month for agreed period 
between the customer and Islamic bank. Because the selling price has been previously 
agreed, then the customer installment is fixed over the financing period. Approximately 70% 
of Islamic bank financing use murabahah scheme. 
 
b. Ijarah 
It is a lease agreement between customer and Islamic bank. The Islamic bank is financing 
the needs of service or benefit of a product and then leased to the customers. Generally, the 
customer will pay the lease money to the Islamic bank every month at previously agreed 
rate. 
 
c. Istishna 
It is a sale and purchase agreement between the customer and Islamic bank, but goods to 
be purchased are in production process. Islamic bank is financing a cost of such goods 
production and gets the payment from the customer at the financing of goods plus a profit 
margin. The payment of principal installment and the margin to the Islamic banks is not all at 
once at the end of the period, but paid in installments in accordance with the agreement. 
Islamic banks generally take advantage of this scheme for construction financing. 
 
d. Mudharabah 
It is a revenue-sharing contract where the Islamic bank fully bears the business 
capital/investment needs. 
 
e. Musyarakah 
It is a revenue-sharing contract where the Islamic bank does not fully bear the business 
capital/investment needs (usually around 70 to 80%). 
 
Securities 
Security is a certificate intentionally issued as the implementation of the fulfillment of a 
performance in the form of payment of a sum of money. But the payment is not done using 
the currency, but using another payment instrument. The payment instrument is certificate 
containing a command to the third party, or a statement of being able to pay sum of money 
to the certificate holder. The security can serve as a means of payment, which can replace 
money, but the security also has several functions: 
 
a. as "the right to collect certificate" 
b. instrument of transferring the collection right 
c. payment instrument 
d. bearer of title 
e. as a means of transferring the collection right (easy and simply to trade) 
 
 
Non-Performing Financing 
According to Bank Indonesia's Dictionary, Non-Performing Financing (NPF) is non-
performing loan consisting of loans, which are classified as substandard, doubtful and bad 
loans. The term "NPL" refers to commercial bank, while "NPF" refers to Islamic bank. 
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Meydianawathi (2007) states that Non-Performing Loan (NPL) is the ability of a bank to 
collect loans it provides until they are paid fully.  NPL represents a percentage of non-
performing loans (substandard, doubtful, and bad loans) to total loans provided by banks. 
NPL has a negative relationship with loan supply. In most of central banks, non-performing 
loan is categorized as productive assets whose collectability is doubtful. To maintain the 
security of depositor's funds, the central bank requires every commercial bank to provide 
write-off allowance for non-performing loans. Thus, the greater  amount of non-performing 
loan balance owned by a bank, the amount of the reserve fund to be provided will be 
greater, and the costs that they incur to hold the reserve fund will be greater as well. Of 
course this affects the profitability of the bank concerned. A bank with non-performing loans 
in large amounts will tend to experience a decrease in profitability. Return on Assets (ROA), 
which is one of the profitability measures will decline (Siswanto Sutojo, 2008). The term 
"NPL" is reserved for commercial banks, while the NPF for Islamic banks. 
 
Profitability 
Profitability ratio measures the effectiveness of management based on the returns generated 
from loans and investments. Indicators commonly used to measure a profitability 
performance of bank are ROE (Return on Equity) i.e. the ratio describing the return of total 
capital to generate profit, ROA (Return on Assets), a ratio indicating the ability of overall 
existing assets used to generate profit.  
 
Previous Studies 
 
Several previous studies about Islamic banks profitability and their comparisons with 
conventional banks are showed below. Sudin Haron (1996 ) investigated  Islamic bank 
profitabilities in Bahrain, Malaysia, Tunisia, Dubai, Sudan, Turkey, Bangladesh, Jordan and 
Kuwait. Population used in this study included the entire Islamic banks in the world. Data 
were drawn using purposive sampling technique and total sample consisted of 13 Islamic 
banks in various countries. Dependent variable was the profitability in this case, Net Profit 
Before Tax while several independent variables were including liquidity, capital, deposits, 
funding and income. The collected data were analyzed using statistical technique of  Multiple 
Regression. The results showed that liquidity had significant positive effect on profitability; 
capital generated significant positive effect on profitability; deposits did not affect profitability 
and income; funding did not affect the profitability and income generated significant positive 
effect on profitability. 
 Salman et al (2012) investigated the profitability of conventional banks in Pakistan. 
The population used was the entire banks in Pakistan consisting of 16 banks. Sample was 
drawn using saturated sampling technique, comprising the entire population consisted of 16 
banks. Dependent variable was the profitability in this case, ROAA (Return on Average 
Assets) whereas independent variables were Cost, Equity, Loan and Liquidity. Statistical 
technique used in this study was Least Square Regression. The results showed that the cost 
had significant negative effect on profitability; equity had significant negative effect  on 
profitability;  loan resulted in significant negative effect on profitability and liquidity also 
produced significant negative effect  on profitability. 
 Saiful & Afandi (2003 ) investigated the comparisons of profitability between Islamic 
banks and conventional banks in Malaysia. The population used  was 16 conventional banks 
and 8 Islamic banks and sample drawn using saturated sampling technique. The sample 
consisted of 16 conventional banks and 8 Islamic banks. Profitability variables used include 
Return on Assets, Return on Deposits and Net Profit after Tax. Data were analyzed using  
statistical technique of t test. The results indicated that Return on Asset of Islamic banks was 
higher than conventional banks; Return on Deposit of Islamic banks was same as  
conventional banks; and Net Profit after tax of Islamic banks was higher than conventional 
banks. 
 Samir (2009) investigated the profitabilities of Islamic and conventional banks in 
Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and the United Arab Emirates. Population used 
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in this study included the entire Islamic banks in the world. Sample was drawn using 
purposive sampling technique. The sample consisted of 48 conventional banks and 23 
Islamic banks. Dependent variable was profitability and independent variables were GDP, 
inflation and population density. A statistical technique used here was the Stochastic Frontier 
Approach. The results showed that GDP had significant positive effect on profitability; 
inflation did not affect the profitability and population density did not effect on profitability. 
 
Conceptual framework 
Conceptual framework as the basis for the preparation of this hypothesis is shown in Figure 
1. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 1: Conceptual framework 
 
Hypothesis 
 
In line with statement of the problem and conceptual framework, several hypotheses raised 
in this study are: 
1. Loan Allocation has significant effect on profitability. 
2. Securities allocation has significant effect on profitability. 
3. NPF mediates the relationship between loan allocation and securities allocation on 
profitability. 
 
 
METHODOLOGY 
 
Operational Definition of Variables  
 Operational Definition of Variables is formulated to make it  easy in understanding and 
analyzing the problems and to avoid an incorrect definition or differences in interpretation of 
the research variables. The definition below is a unit of measurement for each variable. The 
variables in this study are: 
 
Loan Allocation (X1) 
It is the sum of loan financing in rupiah and foreign exchange. The analysis time unit is 
month. 
 
Securities Allocation (X2) 
It is the distribution of funds in the purchase of securities, excluding bonds. The analysis time 
unit is month. 
 
Non-Performance Financing (Z) 
It is the sum of substandard financing, doubtful financing and bad financing. The analysis 
time unit is month. 
Loan Allocation 
 
Profitability 
 
Securities Allocation 
 
Non-Performing 
Financing  
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Profitability (Y) 
It is the nominal value of current year profit and loss  The analysis time unit is month. 
 
Data Collection Procedures 
Data were collected in this study using documentation method. Documentation used was 
Indonesian Banking Statistics in 2010, 2011 and 2012. 
 
Population and Sample 
Population was overall analysis units whose characteristics will be predicted (Sekaran, 
2003). The population of the research was the entire Islamic banks in Indonesia. Thus, 
sample was drawn using saturated sampling or census because the data used were the 
accumulated values of all Islamic banks in Indonesia. 
 
 
Data Analysis Technique 
Data were analyzed using regression analysis with the moderating variable. Moderating 
variable is the independent variable that can strengthen or weaken the relationship between 
other independent variables and dependent variables. Residual test was used to determine 
whether such a moderating variable became mediating variable or not. Conceptual 
framework describes the relationship between Loan Allocation, Securities Allocation, Non-
Performing Financing and Profitability as showed in Figure 2. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  
Figure 2: The Association of Loan Allocation, Securities Allocation, NPF and Profitability 
 
 Steps in residual test can be described by the following regression equation (Ghozali, 
2009): 
 
1. Performing a regression (1)   
       Profitability = b0 + b1 Loan Allocation + b2 Securities Allocation + e 
2. Performing a regression (2) 
 Non-Performing Financing = b0 + b1  Loan Allocation + b2 Securities Allocation  
3. Looking for residual equation (2) and doing regression with Profitability (3) 
    | E | = b0 + b1 Profitability 
 
 Residual analysis wants to test the influence of deviation of a model. The focus is the lack 
of fit resulting from the deviation of the linear relationship of independent variables. Lack of 
fit is indicated by residual value in the regression. In this case if there is a fit between Loan 
Allocation, Securities Allocation and Non-Performing Financing (small or zero residual 
value), i.e. Loan Allocation, Securities Allocation and Non-Performing Financing are high, 
Loan Allocation 
 
Profitability 
 
Securities Allocation 
 
Non-Performing 
Financing  
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then profitability is also high. Conversely if there is lack of fit between Loan Allocation, 
Securities Allocation and Non-Performing Financing (large residual value), i.e. Loan 
Allocation, Securities allocation and Non-Performing Financing are low, then the profitability 
will be low.  
  Regression equation (3) describes whether  Non-Performing Financing becomes a 
moderating variable, which is indicated by the significant coefficient value of b1 Profitability 
and the result is negative (meaning that lack of fit between Loan Allocation, Securities 
Allocation and Non-Performing Financing causes the Profitability to decrease or to have  
negative effect).  
 
 
RESULTS AND DISCUSSION 
 
Results 
 
According to the steps in the methodology, the results of the first regression show that 
profitability as a function of Loan Allocation and securities allocation to answer the first, the 
second and third hypotheses. The first hypothesis states that Loan Allocation and Securities 
Allocation simultaneously and significantly influence profitability as indicated by f test results 
in Table 2.  
 
Table 2:  SPSS output for the F test of Regression (1) 
ANOVAa 
Model Sum of 
Squares 
df Mean 
Square 
F Sig. 
1 
Regression 5543860.227 2 
2771930.11
4 
35.584 .000b 
Residual 3505423.690 45 77898.304   
Total 9049283.917 47    
a. Dependent Variable: y 
b. Predictors: (Constant), x2, x1 
 
Table 2 shows that the F test is significant at 0.000 or smaller than 0.05 so it can be 
concluded that loan allocation and securities allocation simultaneously and significantly 
influence profitability. 
 
The second hypothesis states that loan allocation partially influences profitability, while the 
third hypothesis states that securities allocation partially affects the profitability as indicated 
by t-test results in Table 3. 
 
Table 3: SPSS output for the t test of Regression (1) 
  
Coefficientsa 
Model Unstandardized 
Coefficients 
Standardized 
Coefficients 
t Sig. 
B Std. Error Beta 
1 
(Constant
) 
-109.078 112.583 
 
-.969 .338 
x1 .020 .004 1.184 5.168 .000 
x2 -.114 .056 -.463 -2.024 .049 
a. Dependent Variable: y 
 
Regression equation for the first regression is as follows:  
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Profitability (Y) = -109.078 + 0.020 Loan Allocation (X1) – 0.114 Securities allocation (X2) 
..................... (equation 1) 
 
Table 4.4 shows that the t test for loan allocation is significant at 0.000, or smaller than 0.05 
so it can be concluded that loan allocation partially and significantly influence profitability. 
Furthermore, the t test for securities allocation is significant at 0.049 or smaller than 0.05 so 
it can be concluded that the securities allocation partially and significantly influence 
profitability. 
 
The second and third regressions are conducted to answer the fourth hypothesis saying that 
Non-Performing Financing is moderating the relationship between loan allocation and 
securities allocation on profitability. The first step is to create a regression where Non-
Performing Financing is a function of Loan Allocation and securities allocation. F test results 
for this second regression are shown in Table 4 
 
 
Table 4: SPSS output for the F test of Regression (2) 
ANOVAb
10664225 2 5332112,515 96,619 ,000a
2483405 45 55186,788
13147630 47
Regression
Residual
Total
Model
1
Sum of
Squares df Mean Square F Sig.
Predictors:  (Constant), X2, X1a. 
Dependent Variable: Zb. 
 
 
Table 4 shows that the F test is significant at 0.000 or smaller than 0.05 so it can be 
concluded that securities allocation and loan allocation simultaneously and significantly 
influence Non-Performing Financing. Furthermore, the results of the t test for regression 
equation 2 are shown in table 5.  
 
Table 5: SPSS output for the t test of Regression (2) 
Coefficientsa
1557,941 94,760 16,441 ,000
1,899E-02 ,003 ,934 5,839 ,000
-1,08E-02 ,048 -,036 -,228 ,821
(Constant)
X1
X2
Model
1
B Std.  Error
Unstandardized
Coeff icients
Beta
Standardi
zed
Coeff icien
ts
t Sig.
Dependent Variable: Za. 
 
Regression equation can be created from Table 16 as follows: 
Non-Performing Financing (Z) = 1557.941 + 0.018989 Loan Allocation (X1) - 0.0108 
securities allocation (X2) ........ (equation 2) 
 
Loan allocation partially and significantly influences Non-Performing Financing because the t 
test is significant at 0.000 or smaller than 0.05. The securities allocation partially and 
significantly does not influence  Non-Performing Financing because the t test is significant at 
0.821 or greater than 0.05. 
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Another expected outcome of the second regression is the regression residual value. This 
residual regression representing a difference between the real dependent variable and  
dependent variable value of the model (regression equation 2) is also calculated for 
regression analysis (3), where the residual absolute value from the regression equation (2) 
becomes dependent variable while the profitability becomes the independent variable. 
Summary of residual values for regression (2) is shown in Table 6. 
 
 
 
 
Table 6: Summary of residual values for regression equation (2) 
Residuals Statisticsa
2036,19 3616,72 2651,77 476,34 48
-510,82 399,23 -1,75E-13 229,87 48
-1,292 2,026 ,000 1,000 48
-2,174 1,699 ,000 ,978 48
Predicted Value
Residual
Std.  Predicted Value
Std.  Residual
Minimum Maximum Mean Std.  Deviation N
Dependent Variable: Za. 
 
The next step is to create regression (3) in which the residual absolute value of regression 
equation (2) is the dependent variable and profitability serves as independent variable. The 
results of F test from absolute values of regression (2) as the function of profitability are 
shown in Table 7. 
 
Table 7: SPSS output for the F test of Regression (2) 
ANOVAb
173,041 1 173,041 ,009 ,926a
916239,5 46 19918,250
916412,5 47
Regression
Residual
Total
Model
1
Sum of
Squares df Mean Square F Sig.
Predictors:  (Constant), Ya. 
Dependent Variable: ABS_RESb. 
 
 
Table 4.8 shows that F test value is significant at 0.926 or greater than 0.05. Thus, it can be 
concluded that the profitability simultaneously does not have significant influence. The t-test 
results are shown in Table 8 . 
 
Table 8: T-test results, Profitability against residual absolute value of regression (2) 
Coefficientsa
183,168 33,569 5,457 ,000
-4,37E-03 ,047 -,014 -,093 ,926
(Constant)
Y
Model
1
B Std.  Error
Unstandardized
Coeff icients
Beta
Standardi
zed
Coeff icien
ts
t Sig.
Dependent Variable: ABS_RESa. 
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Because there is only one independent variable, then the F test is significant at 0.926, 
similar to the t test. As showed in the conclusion of F test above, the profitability partially has 
negative and insignificant effects on the residual absolute value of the regression (2) at 
significance level of 0.05 because 0.926 is greater than 0.05. 
 
From Table 8, the regression equation (3) is obtained as follows: 
ABS_RES1 = 183.168 - 0.00437 Profitability................................... (equation 3) 
 
Non-Performing Financing is considered as moderating variable if the price parameter is 
negative and t test is significant. Results of equation (3) indicate that the price parameter 
value is negative and t test value in Table 4.6 shows insignificant results at α = 5 % . Thus, 
Non-Performing Financing variable does not moderate the relationship between Loan 
Allocation and Securities Allocation on profitability at significance level of 5%. 
 
Discussion 
 
In this discussion, the results of this study will be compared with results of some previous 
studies. 
 
Results of this study (Oetomo, 2013) are compared with Haron (1996) having similar 
dependent variable that is the profitability; the object of the research is also Islamic banks 
and data are analyzed using similar multiple regression analysis. The first difference lies in 
the location of Oetomo's research (2013) in Indonesia, while Haron (1996) in Bahrain, 
Malaysia, Tunisia, Dubai, Sudan, Turkey, Bangladesh, Jordan and Kuwait. The second 
difference lies in the independent variable where Oetomo (2013) uses loan allocation and 
securities allocation while Haron (1996 ) employs liquidity, capital, deposit, funding and 
income. Results of Haron study (1996 ) show that liquidity has a positive effect on 
profitability; capital has significant positive effect on profitability; deposit does not have affect 
on the profitability and income; funding does not have affect on the profitability and income 
has significant positive effect on profitability. 
 
 
The results of this study (Oetomo, 2013) are compared with Salman et al (2012) having 
similarity in the dependent variable that is profitability. Firstly, the difference lies in location of 
the Oetomo's research (2013) in Indonesia, while Salman et al ( 2012) in Pakistan. The 
second difference lies in the data analysis technique where Oetomo (2013) uses Multiple 
Regression Analysis while Salman et al (2012) use the Least Square Regression. The third 
difference lies in the independent variable where Oetomo (2013) uses loan allocation and 
securities allocation, while Salman et al ( 2012) use the Cost, Equity, Loan and Liquidity. The 
results of Salman et al ( 2012) indicate that cost has significant negative effect on 
profitability; equity has significant negative effect on profitability; loan has significant  
negative effect on profitability and liquidity also has significant negative effect on profitability. 
 
Results of this study (Oetomo, 2013) are compared with Saiful & Afandi (2003) having 
similarity in variable studied, namely profitability. Firstly, the difference lies in location of the 
Oetomo's research (2013) in Indonesia, while Saiful & Afandi (2003) in Malaysia. The 
second difference lies in the object of study where Oetomo ( 2013) investigates the Islamic 
banks while Saiful & Afandi ( 2003) investigate both Islamic and conventional banks. The 
third difference lies in the profitability where Oetomo's study ( 2013) uses it as  dependent 
variable while Saiful & Afandi (2003 ) use it as independent variable which will compare the 
two types of banks. The independent variables are Return on Asset, Return on Deposit and 
Net Profit after Tax. The fourth difference lies in the data analysis technique in which 
Oetomo ( 2013) uses Multiple Regression Analysis while Saiful & Afandi (2003 ) use t test. 
The results of Saiful & Afandi ( 2003 ) demonstrate that Return on Asset of Islamic banks is 
higher than conventional banks; Return on Deposit of Islamic Banks is the same as 
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conventional banks and Net Profit after tax of Islamic banks is higher than conventional 
banks. 
 
The results of this study (Oetomo, 2013) are compared with Samir (2009) having similarity in 
dependent variable that is profitability. The first difference lies in location of the Oetomo's 
study (2013) in Indonesia, while Samir (2009) in Bahrain, Kuwait, Oman, Qatar, Saudi 
Arabia and the United Arab Emirates. The second difference lies in the object of research 
where Oetomo (2013) investigates the Islamic banks while Samir (2003) investigates both 
Islamic and conventional banks. The third difference lies in the data analysis technique in 
which Oetomo ( 2013) uses Multiple Regression Analysis while Samir (2009) uses the 
Stochastic Frontier Approach. The fourth difference is on the independent variable, GDP, 
inflation and population density.  The results of Samir (2009) show that GDP has significant 
and positive effect on profitability; inflation does not have affect on the profitability; and 
population density does not have effect on profitability. 
 
 
CONCLUSION AND RECOMMENDATION 
 
Conclusions  
 
Based on the hypotheses and the results of the study, several conclusions can be drawn 
from this study.  
- The first hypothesis stating that the loan allocation has significant effect on profitability is 
accepted with positive direction.  
- The second hypothesis stating that the securities allocation has significant effect on 
profitability is accepted with negative direction. 
- The third hypothesis stating that the Non- Performing Financing mediates the relationship 
between loan allocation and securities allocation on the profitability is rejected.  
 
Loan allocation has significant and positive influence on profitability, suggesting that the 
higher loan allocation will enhance profitability.  Securities allocation has significant negative 
effect, suggesting that the higher securities allocation will reduce profitability.  Non-
Performing Financing does not mediate the relationship between loan allocation and 
securities allocation on the profitability, meaning that Non-Performing Financing does not 
strengthen or weaken the relationship.  
 
Recommendation 
Based on these conclusions, some recommendations can be made:  
- Third party funds should be allocated more on loans, because it is well established that 
the Loan Allocation can significantly boost profitability.  
- Third party funds should be allocated less in securities because it is well established that 
the securities allocation can significantly reduce profitability.  
- Non-performing loan level and other fund allocations should be kept in check or even 
reduced because non-performing loan level does not have affect on profitability. 
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